
Glossary

T
his glossary defines economic and budgetary terms as they relate to this report. Some entries sacrifice
precision for brevity and clarity to the lay reader. Where appropriate, sources of data for economic vari-
ables are indicated as follows:

BLS denotes the Bureau of Labor Statistics in the Department of Labor;

CBO denotes the Congressional Budget Office;

NBER denotes the National Bureau of Economic Research.

appropriation act: A statute under the jurisdiction of the House and Senate Committees on Appropriations that
provides budget authority. Enactment generally follows adoption of authorizing legislation unless the authorization
itself provides the budget authority. Currently, 13 regular appropriation acts are enacted each year. When neces-
sary, the Congress may enact supplemental or continuing appropriations.

authorization: A substantive law that sets up or continues a federal program or agency. Authorizing legislation is
normally a prerequisite for appropriations. For some programs, the authorizing legislation itself provides the
authority to incur obligations and make payments.

Balanced Budget and Emergency Deficit Control Act of 1985: Also known as Gramm-Rudman-Hollings or the
Balanced Budget Act, this law set forth specific deficit targets and a sequestration procedure to reduce spending if
the targets were exceeded. The Budget Enforcement Act of 1990 established new budget procedures through fiscal
year 1995 as well as revised targets, which exclude the Social Security trust funds. The Omnibus Budget Reconcil-
iation Act of 1993 further extended various provisions of the Balanced Budget Act, without including fixed deficit
targets beyond fiscal year 1995. See discretionary spending caps and pay-as-you-go.

baseline: A benchmark for measuring the budgetary effects of proposed changes in federal revenues or spending.
As specified in the Budget Enforcement Act of 1990 (BEA), the baseline for revenues and entitlement spending
generally assumes that laws now on the statute books will continue. The discretionary spending projections are
based on the discretionary spending caps set by the BEA in 1995 through 1998. The baseline with discretionary
inflation adjusts discretionary appropriations for inflation after 1998; the baseline without discretionary inflation
does not.

budget authority: Legal authority to incur financial obligations that will result in the spending of federal govern-
ment funds. Budget authority may be provided in an authorization or an appropriation act. Offsetting collections,
including offsetting receipts, constitute negative budget authority.

budget deficit: Amount by which budget outlays exceed budget revenues during a given period.
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Budget Enforcement Act of 1990 (BEA): Title XIII of the Omnibus Budget Reconciliation Act of 1990. This act
amended both the Congressional Budget Act of 1974 and the Balanced Budget and Emergency Deficit Control Act
of 1985. The BEA provides for new budget targets, sequestration procedures, pay-as-you-go procedures, credit
reform, and various other changes. The discretionary spending caps and the pay-as-you-go process were extended
through 1998 by the Omnibus Budget Reconciliation Act of 1993. See discretionary spending caps and pay-as-
you-go.

budget function: One of 20 areas into which federal spending and credit activity are divided. National needs are
grouped into 17 broad budget functions, including national defense, international affairs, energy, agriculture,
health, income security, and general government. Three functions—net interest, allowances, and undistributed
offsetting receipts-do not address national needs but are included to complete the budget.

budget resolution: A resolution, passed by both Houses of Congress, that sets forth a Congressional budget plan
for the next five years. The plan must be carried out through subsequent legislation, including appropriations and
changes in tax and entitlement laws. The resolution sets guidelines for Congressional action, but it is not signed by
the President and does not become law. The Congressional Budget Act of 1974 established a number of mecha-
nisms that are designed to hold spending and revenues to the targets established in the budget resolution.

budgetary resources: All sources of budget authority that are subject to sequestration. Budgetary resources
include new budget authority, unobligated balances, direct spending authority, and obligation limitations. See
sequestration.

compensation: All income due to employees for their work during a given period. Compensation includes wages
and salaries as well as fringe benefits and employers' share of social insurance taxes. (Bureau of Economic
Analysis)

constant dollar: Measured in terms of prices of a base period—currently 1987 for most purposes—to remove the
effect of inflation. Compare with current dollar.

credit reform: A revised system of budgeting for federal credit activities that focuses on the cost of subsidies
conveyed in federal credit assistance. This process was authorized by the Federal Credit Reform Act of 1990,
which was part of the Budget Enforcement Act of 1990.

credit subsidies: The estimated long-term costs to the federal government of direct loans or loan guarantees
calculated on the basis of net present value, excluding administrative costs and any incidental effects on govern-
mental receipts or outlays. For direct loans, the subsidy cost is the net present value of loan disbursements minus
repayments of interest and principal, adjusted for estimated defaults, prepayments, fees, penalties, and other
recoveries. For loan guarantees, the subsidy cost is the net present value of the estimated payments by the govern-
ment to cover defaults and delinquencies, interest subsidies, or other payments, offset by any payments to the
government, including origination and other fees, penalties, and recoveries. See present value.

current dollar: Measured in the dollar value-reflecting then-prevailing prices-of the period under consideration.
Compare with constant dollar.

debt held by the public: Debt issued by the federal government and held by nonfederal investors (including the
Federal Reserve System).

debt service: Payment of scheduled interest obligations on outstanding debt.

defense spending: See discretionary spending.
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present value: A single number that expresses a flow of current and future income (or payments) in terms of an
equivalent lump sum received (or paid) today. The calculation of present value depends on the rate of interest. For
example, given an interest rate of 5 percent, today's 95 cents will grow to $1 next year. Hence, the present value of
$1 payable a year from today is only 95 cents.

productivity: Average real output per unit of input. Labor productivity is average real output per hour of labor.
The growth of labor productivity is defined as the growth of real output that is not explained by the growth of labor
input alone. Total factor productivity is average real output per unit of combined labor and capital inputs. The
growth of total factor productivity is defined as the growth of real output that is not explained by the growth of
labor and capital. Labor productivity and total factor productivity differ in that increases in capital per worker
would raise labor productivity but not total factor productivity. (BLS)

real: Adjusted to remove the effect of inflation. Real (constant-dollar) output represents volume, rather than
dollar value, of goods and services. Real income represents power to purchase real output. Real data are usually
constructed by dividing the corresponding nominal data, such as output or a wage rate, by a price index or deflator.
Real interest rate is a nominal interest rate minus the expected inflation rate. Compare with nominal.

recession: A phase of the business cycle extending from a peak to the next trough-usually lasting six months to a
year—characterized by widespread declines in output, income, employment, and trade in many sectors of the
economy. Real GDP usually falls throughout a recession. See business cycle. (NBER)

reconciliation: A process the Congress uses to make its tax and spending legislation conform with the targets
established in the budget resolution. The budget resolution may contain reconciliation instructions directing certain
Congressional committees to achieve deficit reduction through changes in tax or spending programs under their
jurisdiction. Legislation to implement the reconciliation instructions is usually combined in one comprehensive
bill. The reconciliation process primarily affects taxes, entitlement spending, and offsetting receipts. As a general
rule, decisions on discretionary programs are determined separately through the appropriation process, which is
also governed by allocations in the budget resolution.

recovery: A phase of the business cycle that lasts from a trough until overall economic activity returns to the level
it had reached at the previous peak. See business cycle. (NBER)

revenues: Funds collected from the public arising from the sovereign power of the government. Revenues consist
of receipts from income taxes (individual and corporate), excise taxes, and estate and gift taxes; social insurance
contributions; customs duties; miscellaneous receipts such as Federal Reserve earnings, gifts, and contributions;
and fees and fines. Revenues are also known as federal governmental receipts but do not include offsetting
receipts, which are recorded as negative budget authority and outlays.

sequestration: The cancellation of budgetary resources to enforce the discretionary spending caps and pay-as-you-
go process established under the Budget Enforcement Act of 1990 and the Omnibus Budget Reconciliation Act of
1993. Sequestration is triggered if the Office of Management and Budget determines that discretionary appropria-
tions exceed the discretionary spending caps or that legislation affecting direct spending and receipts increases the
deficit. Changes in direct spending and receipt legislation that increase the deficit would result in reductions in
funding for entitlements not otherwise exempted by law. Discretionary spending in excess of the caps would cause
the cancellation of budgetary resources within the discretionary spending category.

short-term interest rate: Interest rate earned by a debt instrument that will mature within one year.

ten-year Treasury note: Interest-bearing note issued by the U.S. Treasury that is redeemed in 10 years.
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means-tested programs: Programs that provide cash or services to people who meet a test of need based on
income and assets. Most means-tested programs are entitlements-for example, Medicaid, the Food Stamp pro-
gram, Supplemental Security Income, family support, and veterans' pensions~but a few, such as subsidized
housing and various social services, are funded through discretionary appropriations.

national income and product accounts (NIPAs): Official U.S. accounts that detail the composition of GDP and
how the costs of production are distributed as income. (Bureau of Economic Analysis)

national saving: Total saving by all sectors of the economy: personal saving, business saving (corporate after-tax
profits not paid as dividends), and government saving (budget surplus or deficit-indicating dissaving—of all
government entities). National saving represents all income not consumed, publicly or privately, during a given
period. (Bureau of Economic Analysis)

net interest: In the federal budget, net interest includes federal interest payments to the public as recorded in
budget function 900. Net interest also includes, as an offset, interest income received by the government on loans
and cash balances. In the national income and product accounts (NIPAs), net interest is the income component of
GDP paid as interest-primarily interest that domestic businesses pay, minus interest they receive. The NIPAs treat
government interest payments as transfers, so they are not part of GDP.

nominal: Measured in the dollar value (as in nominal output, income, or wage rate) or market terms (as in nominal
exchange or interest rate) of the period under consideration. Compare with real.

off-budget: Spending or revenues excluded from the budget totals by law. The revenues and outlays of the two
Social Security trust funds and the transactions of the Postal Service are off-budget and (except for discretionary
Social Security administrative costs) are not included in any Budget Enforcement Act calculations.

offsetting receipts: Funds collected by the federal government that are recorded as negative budget authority and
outlays and credited to separate receipt accounts. More than half of offsetting receipts are intragovernmental
receipts that reflect agencies' payments to retirement and other funds on behalf of their employees; these receipts
simply balance payments elsewhere in the budget. An additional category of receipts (proprietary receipts) come
from the public and generally represent voluntary, business-type transactions. The largest items are the flat
premiums for Supplementary Medical Insurance (Part B of Medicare), timber and oil lease receipts, and proceeds
from the sale of electric power.

outlays: The liquidation of a federal obligation, generally by issuing a check or disbursing cash. Sometimes
obligations are liquidated (and outlays occur) by issuing agency promissory notes, such as those of the former
Federal Savings and Loan Insurance Corporation. Unlike outlays for other categories of spending, outlays for
interest on the public debt are counted when the interest is earned, not when it is paid. Outlays may be for payment
of obligations incurred in previous fiscal years or in the same year. Outlays, therefore, flow in part from unex-
pended balances of prior year budget authority and in part from budget authority provided for the current year.

pay-as-you-go (PAYGO): A procedure required in the Budget Enforcement Act of 1990 to ensure that, for fiscal
years 1991 through 1995, legislation affecting direct spending and receipts does not increase the deficit. Pay-as-
you-go is enforced through Congressional rules and sequestration procedures. The pay-as-you-go process was
extended through fiscal year 1998 by the Omnibus Budget Reconciliation Act of 1993.

potential real GDP: The highest level of real GDP that could persist for a substantial period without raising the
rate of inflation. CBO's calculation relates potential GDP to the nonaccelerating inflation rate of unemployment,
which is the unemployment rate consistent with a constant inflation rate. (CBO)



432 REDUCING THE DEFICIT: SPENDING AND REVENUE OPTIONS February 1995

fiscal year: A yearly accounting period. The federal government's fiscal year begins October 1 and ends Septem-
ber 30. Fiscal years are designated by the calendar years in which they end—for example, fiscal year 1995 began
October 1, 1994, and will end on September 30, 1995.

GDP: See gross domestic product.

GNP: See gross national product.

grants: Transfer payments from the federal government to state and local governments or other recipients to help
fund projects or activities that do not involve substantial federal participation.

grants-in-aid: Grants from the federal government to state and local governments to help provide for programs of
assistance or service to the public.

gross domestic product (GDP): The total market value of all goods and services produced domestically during a
given period. The components of GDP are consumption, gross domestic investment, government purchases of
goods and services, and net exports. (Bureau of Economic Analysis)

gross national product (GNP): The total market value of all goods and services produced in a given period by
labor and property supplied by residents of a country, regardless of where the labor and property are located. GNP
differs from GDP primarily by including the excess of capital income that residents earn from investments abroad
minus capital income that nonresidents earn from domestic investment.

inflation: Growth in a measure of the general price level, usually expressed as an annual rate of change.

infrastructure: Government-owned capital goods that provide services to the public, usually with benefits to the
community at large as well as to the direct user. Examples include schools, roads, bridges, dams, harbors, and
public buildings,

investment: Physical investment is the current product set aside during a given period to be used for future
production; in other words, an addition to the stock of capital goods. As measured by the national income and
product accounts, private domestic investment consists of investment in residential and nonresidential structures,
producers1 durable equipment, and the change in business inventories. Financial investment is the purchase of a
financial security. Investment in human capital is spending on education, training, health services, and other
activities that increase the productivity of the workforce. Investment in human capital is not treated as investment
in the national income and product accounts.

long-term interest rate: Interest rate earned by a note or bond that matures in 10 or more years.

mandatory spending: Another term for direct spending.

marginal tax rate: Tax rate that applies to an additional dollar of taxable income.

means of financing: Sources of financing federal deficits or uses of federal surpluses. The largest means of
financing is normally federal borrowing from the public, but other means of financing include any transaction that
causes a difference between the federal (including off-budget) surplus or deficit and the change in debt held by the
public. The means of financing include changes in checks outstanding and Treasury cash balances, seigniorage
(that is, government revenue from the manufacture of money), and the transactions of the financing accounts
established under credit reform.



GLOSSARY 431

deposit insurance: The guarantee by a federal agency that an individual depositor at a participating depository
institution will receive the full amount of the deposit (up to $100,000) if the institution becomes insolvent.

direct spending: The Budget Enforcement Act of 1990 defines direct spending as (a) budget authority provided by
an authorization, (b) entitlement authority (including mandatory spending contained in appropriation acts), and (c)
the Food Stamp program. A synonym is mandatory spending. Compare with discretionary spending.

discretionary spending: Spending for programs whose funding levels are determined through the appropriation
process. The Congress has the discretion each year to determine how many dollars will be devoted to continuing
current programs and funding new ones. The Budget Enforcement Act of 1990 divided discretionary spending
among three categories: defense, international, and domestic. Compare with direct spending.

Defense discretionary spending consists primarily of the military activities of the Department of Defense,
which are funded in the defense and military construction appropriation bills. It also includes the defense-related
functions of other agencies, such as the Department of Energy's nuclear weapons programs.

International discretionary spending encompasses spending for foreign economic and military aid, the activi-
ties of the Department of State and the U.S. Information Agency, and international financial programs, such as the
Export-Import Bank of the United States.

Domestic discretionary spending includes most government activities in science and space, transportation,
medical research, environmental protection, and law enforcement, among other spending programs. Funding for
those programs is provided in 10 of the annual appropriation bills.

discretionary spending caps: Annual ceilings on budget authority and outlays for discretionary programs defined
in the Balanced Budget Act of 1985, as amended by the Budget Enforcement Act of 1990 and the Omnibus Budget
Reconciliation Act of 1993. For fiscal years 1991 through 1993, the caps were divided among the three categories
of discretionary spending-defense, international, and domestic. For fiscal years 1994 through 1998, there is one
cap for all discretionary spending. Discretionary spending caps are enforced through Congressional rules and
sequestration procedures.

domestic discretionary spending: See discretionary spending.

entitlements: Programs that make payments to any person, business, or unit of government that seeks the pay-
ments and meets the criteria set in law. The Congress controls these programs indirectly by defining eligibility and
setting the benefit or payment rules. Although the level of spending for these programs is controlled by the
authorizing legislation, funding may be provided in either an authorization or an appropriation act. The best-
known entitlements are the major benefit programs, such as Social Security and Medicare; other entitlements
include farm price supports and interest on the federal debt. See direct spending.

excise tax: A tax levied on the purchase of a specific type of good or service, such as tobacco products or tele-
phone services.

fiscal policy: The government's choice of tax and spending programs, which influences the amount and maturity
of government debt as well as the level, composition, and distribution of national output and income. An "easy"
fiscal policy stimulates the short-term growth of output and income, whereas a "tight" fiscal policy restrains their
growth. Movements in the standardized-employment deficit constitute one overall indicator of the tightness or ease
of federal fiscal policy; an increase relative to potential gross domestic product suggests fiscal ease, whereas a
decrease suggests fiscal restriction. The President and the Congress jointly determine federal fiscal policy.
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three-month Treasury bill: Security issued by the U.S. Treasury that is redeemed in 91 days.

transfer payments: Payments in return for which no good or service is currently received-for example, welfare
or Social Security payments or money sent to relatives abroad. (Bureau of Economic Analysis)

trust fund: A fund, designated as a trust fund by statute, that is credited with income from earmarked collections
and charged with certain outlays. Collections may come from the public (for example, taxes or user charges) or
from intrabudgetary transfers. More than 150 federal government trust funds exist, of which the largest and best
known finance several major benefit programs (including Social Security and Medicare) and certain infrastructure
spending (the Highway and the Airport and Airway trust funds). The term "federal funds" refers tp all programs
that are not trust funds.

unemployment: Joblessness. The measure of unemployment is the number of jobless people who are available
for work and are actively seeking jobs. The unemployment rate is unemployment as a percentage of the labor
force. (BLS)
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